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EDITORIAL
It is not too early in the year to draw
attention of all members and associates
of the American Institute of Account
ants to the wisdom of making arrangements to attend the
annual meeting in September. Announcements which have been
made in the Institute’s bulletin from time to time have mentioned
the place and time of meeting. The dates will be September
20th, 21st, 22nd and 23rd, and the place, Atlantic City. There
are several local organizations and many hotels which are quite
ready to admit that Atlantic City is the most wonderful place
on the face of the earth and that as a convention center it is
without equal. There is no evidence of any unnecessary reti
cence on the part of those who boost Atlantic City. The fact
remains, however, that this great playground by the sea is an ex
cellent place of meeting and is likely to attract a large number
of attendants at any national gathering. The meeting this year
will be the tenth anniversary of the change in form of the Insti
tute. Next year will be the fortieth anniversary of the founding
of the original body. Consequently, the meetings this year and
next will be special occasions and everyone who can should be
present.
Next September at
Atlantic City

In addition to the annual meeting there
are other conventions of the Institute
which should be brought to general
attention. During this month of May there will be important
assemblies in Jackson, Mississippi; Minneapolis, Minnesota, and
in Cleveland, Ohio. And then later in the spring there will be
a meeting in Boston, Massachusetts. These regional meetings
are good things for everyone concerned. There is no formality,
but a world of good fellowship, and everyone seems to enjoy
himself. There is no business to transact and the whole time
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of the meeting is devoted to the discussion of technical questions.
Everyone who has the slightest interest in accountancy is welcome
at such meetings and the committees in charge extend a cordial
invitation to be present.

At the meeting of council of the Ameri
A Bureau of Research can Institute of Accountants held April
12th, one of the most important actions
was the unanimous approval of a suggestion by the special com
mittee on administration of endowment that there should be es
tablished in conjunction with the library and department of in
formation a bureau of research. The report of the committee
expressed the opinion that the library of the Institute, which is
certainly the best accounting collection in this country and pos
sibly in the world, should be enlarged to include matters of in
direct as well as direct accounting interest. There are many sub
jects which arise in the practice of accountancy upon which there
is no collected information available. Many statistics and com
parisons which would be of great value to accountants have not
been compiled and it is doubtless with the thought of such things
in mind that the committee has recommended and the council
has approved the creation of a bureau of research. There are
many similar ventures, both governmental and private, and
several statistical companies are doing excellent work, but there are
subjects which are peculiarly significant to accountants that have
not been the subject of consideration by any agency. The
bureau, which is to be established shortly, will serve an important
purpose not only for the profession of accountancy but for many
related interests. This is another evidence of the wide scope of
the Institute’s activities and the breadth of vision of its governing
body.
Another venture of the Institute re
cently begun is going forward with
rapid strides. In the April issue of
The Journal of Accountancy we
published the text of a pamphlet issued by the bureau for place
ments drawing to the attention of students at colleges the desira
bility of accountancy as a vocation. These pamphlets are being
sent to members of the graduating classes of a great many uni
versities and colleges. Members of the Institute are appearing
before student bodies and explaining the purposes of the bureau
354
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for placements and answering the questions of students. As a
result of these and other efforts a considerable amount of interest
has been aroused among students, and the number of applications
received shows that the work of the bureau is well worth while.
As time goes on it will probably be found here as it has been found
elsewhere that the recruits for the professions are drawn more and
more from the ranks of college graduates. This leads to the
strengthening of the academic foundation of every profession.
The old days when a man entered a profession without knocking
at the door are passing. It is gradually becoming necessary not
only to knock but to have a key.

The New York court of appeals on April
Liability of Auditors 6th affirmed the judgment of the appel
late division of the supreme court in the
case of Craig, et al. vs. Anyon, et al. This is a case which has been
before the courts for nearly four years and has attracted a good
deal of attention among accountants because of its apparent
bearing upon the responsibility of an auditor. The decision of
the appellate division, which is now affirmed by the highest court
of the state, was rendered February 20, 1925. In brief, the case
involves not only the responsibility of the auditor—it is compli
cated by a question of negligence on the part of the plaintiff. Its
value as a precedent is lessened because it is not restricted to the
fundamental question as to the legal liability of an accountant
for the accuracy of statements to which he has appended his cer
tificate. The judgment rendered is for the amount of the ac
countant’s fee, $2000, and costs, and the plaintiff’s claim for dam
ages amounting to $1,280,233.61 is denied. In the decision of
the appellate division there is, it seems to us, more stress laid
upon the question of the duty of the client than upon the defense
offered by the accountants relative to the restrictions placed upon
their investigations of the client’s accounts. To an accountant
the nature of that defense is really more important, and it is
rather a pity that the court did not express its opinion on this
point. One thing, however, is clear. The claim of the plaintiffs
seems to have involved a belief that the employment of an ac
countant could be regarded as an insurance against loss. The
judgment indicates that the idea of insurance against loss is not
tenable. In this the judgment follows what precedent there is
on the subject. It fully endorses the claim of the accounting
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profession that the accountant is called upon to render services
to the best of his ability but is not required to guarantee that
his opinions are accurate. He must use reasonable diligence to
obtain full information and must present with impartial frank
ness the results of his audit. Beyond that he is not required to
go. Consequently the decision in the Craig-Anyon case is valu
able as repudiating any notion that an auditor is an insurance
company, but it does not establish a precedent as to the broad
general question of responsibility in cases in which no question
of negligence by the client could be raised.
The man who originally devised the
scheme of examination as a test of
professional efficiency had no proper
regard for the grief of persons who are just beyond the boundary.
There is always a group of men and women who feel that the
limitations of examination are unjust. They should have
received special consideration and should not be expected to
come forward and demonstrate their fitness by any method other
than their own affirmation of ability. Scarcely a week goes by
without bringing to the office of this magazine and probably to
the office of every state board of accountancy letters complaining
of the injustice which has been wrought by the laying down of
restrictions. Everyone probably admits that there should be
an examination of everyone else who wishes to enter a profession,
but the thought of examination for the complainant himself or
herself is irksome. A man writes to us that he is thirty years of
of age, has had years of experience which he knows is of incal
culable value, and it is all wrong that he should be expected to
satisfy any board of examiners as to his qualifications. He will
probably admit that there are others even older than himself
who should be compelled to demonstrate their ability by examina
tion. He seems to be utterly unable to render an impartial
judgment where he himself is concerned. Another man writes
that he has been doing work of assorted kinds which has given
him a breadth of knowledge almost unparalleled. To think that
he should pass an examination is absurd. But boards of ex
aminers are hard headed and hard hearted. They still insist that
the rules laid down must be observed by all, and that, until some
superhuman intellect proposes a substitute for examination
which will be equally and fully discriminating between the good

Examinations and
Fair Play
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and the bad, examinations must continue. It seems rather a
pity that those who are aggrieved by the requirements that are
placed before them do not display a little more good sportsman
ship. Perhaps it is a sign of the times, an indication of the trend
toward excessive individuality, but whatever be the cause the
fact is unfortunately true that some men and women desiring to
enter the professions, particularly accountancy, display a la
mentable lack of a sense of proportion and of the fundamentals of
fair play. It is, of course, inevitable that the making of a hard
and fast rule shall work some injustice. Every law and precept
bears hardly upon some one. The best that can be done is to
regulate for the good of the greater number, and that is what has
been in the minds of those who control the accounting profession
as well as of those who have built up and maintained standards
in the other professions.
In The Journal of Accountancy for
Verification of
April
appeared a letter from an officer
Accounts Receivable

of a corporation in New York drawing
attention to the experience of his company with regard to the
verification of accounts receivable. He pointed out that a re
markably small number of requests for verification had been re
ceived. Now a correspondent in a far western city writes con
firming the fear that verification of receivables is not sufficiently
common:
“Your editorial comment on verification of accounts receivable and the
letter from a correspondent, appearing in the April number of The Jour
nal, should bring out some interesting discussion.
“Our experience is almost identical with that of your correspondent,
and the writer has often wondered how this compared with the experience
of other concerns.
“On December 31, 1925, we had 250 open balances in our accounts
payable ledger, twenty-five of which were more than $1,000 each, ranging
up to $38,000. There are four or five accounts on which we receive regu
lar requests for verification once or twice each year. We receive prob
ably four to eight other requests in the course of a year.
“There is one point in your correspondent’s letter which appears to the
writer to be significant. He states that accounts open at the end of the
preceding month had been paid at the time of the audit.
“During February of this year our accounts for the calendar year
1925 were audited by a very well known national organization of certi
fied public accountants. The accounts receivable were not verified by
communication with customers. A preliminary examination of our ac
counts revealed the fact that nearly all of our accounts outstanding at the
end of any month are paid before the end of the succeeding month. It
was agreed between the auditors and ourselves that in the absence of any
apparent irregularities, payment of the accounts would constitute verifi
cation. This may be common practice.”
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The only way to learn the truth about this important question
is by the recitation of experience. Let us hope that other cor
respondents will step to the rostrum. Perhaps some one has
had an experience quite unlike those which have been brought to
our attention. It would be pleasant to hear of it.

Attention has been drawn many times
to the necessity of examining the records
and credentials of applicants for posi
tions in accounting offices. There is sometimes an altogether
incomprehensible unwillingness to tell the truth about men who
have been in one’s employ. There seems to be a feeling among
many men that there is a greater obligation to safeguard the
interest of a former employee than the interest of a fellow
practitioner. It is not at all uncommon to hear of men discharged
for incompetence or worse who are given letters of commendation
upon departure. The truth of the matter is that the man who
through soft-heartedness or indifference permits an unworthy
former employee to be engaged by another practitioner is guilty
of a grave moral offence. It may seem unkind to report the
shortcomings of one who has a living to make, but to do justice
is one of the factors of the highest ethic. If it be possible to
temper justice with mercy so much the better, but justice tem
pered by mercy may become sickly spinelessness. Accounting
firms which have given careful consideration to the records of all
applicants have had many interesting experiences. For example,
we have received from Clinton H. Scovell, of Boston, the following
letter which we commend to the consideration of readers:

Records Should be
Investigated

“ Readers of The Journal will recall that in July and again in October,
1923, I set forth some significant although amusing experiences which our
firm had had with misrepresentations by applicants. I now have a record
to submit for the information and edification of your readers which in
volves not only a crooked record, but reflects the very serious difficulty
which we had in getting information from one of the longest established
and best known accounting firms in the United States.
“The applicant first appeared in person at one of our offices and stated,
among other things, that he was a graduate of a university in the year
1920. He then retailed a consecutive series of employment, purporting
to cover the entire period from his alleged graduation up to the date of
his interview at our office. Of these four records of employment, two
were with public accountants. He claimed to have severed his latest con
nection with a firm of accountants in the early fall of 1925 because they
wanted him to transfer to another office and he was unwilling to make
the move.
“As the entire record was susceptible of prompt verification, and the
applicant was told that his employment would be strictly subject to all his
statements being verified, he was employed by us on that basis.
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“The representations which this applicant made on his personal record
blank were somewhat different from those made orally in his first interview.
Among other things, his record blank does not claim that he graduated
from the university, and also states that his attendance there terminated
in 1919 instead of 1920.
“His employment record, when stated in a formal way, began, how
ever, in the fall of 1920, and our inquiry at the bank where he claimed em
ployment brought out the fact that the applicant had gone under one
name at the bank, and apparently under an entirely different name in all
subsequent employment.
“In his next employment (with a firm of accountants) he claimed to
have started at $100 a month and to have been advanced to $130 a month,
whereas the employer, when asked, said that $100 per month was his
maximum compensation, except for a bonus so small as to be hardly worth
mentioning.
“Before commenting on the record which this applicant made with the
well-known firm of accountants with whom he was employed, I will dis
pose of his record for a very few weeks in the fall of 1925 with a middle
western manufacturer. Our investigation showed that his record of em
ployment was much briefer than he claimed, that his salary was $50 per
month less than he had represented to us, and the reason which his em
ployer gave for discontinuing this man’s services, although in no way
discreditable to the applicant, was different from the reason which the
applicant himself gave for his separation.
“Now comes the most interesting part of the record from my point of
view. The applicant stated orally and recorded on his personal record
blank employment with one of the best known and best regarded firms
of accountants in the United States from March, 1923, to September, 1925,
whereas the accounting firm, when inquiry was made, said that the em
ployment was from April to August, 1923, and from January, 1924, to
September, 1925. Our first letter of inquiry to this firm of accountants
stated the salary which the applicant claimed this firm paid to him, and
asked for a verification, but the accounting firm made no comment on that
record, although it appears rather positively to have been a misrepresenta
tion. A second letter sent to the same office brought a reply that 'the
amounts of salary which he claims we paid him in the different periods
set forth in your letter are in excess of the regular salaries he received from
us, and . . . even with the overtime, the combined amounts fall short
of the sum which he represented to you as stated in your letter.’
“ I know of no service for which an exacting inquiry into employees’ past
records is any more important than public accountancy, but how can em
ploying accountants maintain respectable standards in matters of this
kind, if a letter of inquiry from one firm (ours in this case) to another,
naming salaries which an applicant claims, and asking explicitly to have
them verified, brings no answer on that point, particularly when the stated
record was plainly dishonest in regard to length of time, and just as plainly
untruthful in regard to compensation.
“Query. Why will some applicants so outrageously misrepresent their
records, and why will not reputable accountants cooperate wholeheartedly
with each other to establish records regarding matters of fact, however
much they may be disinclined to express critical opinions?”

The 1926 edition of Montgomery’s
Income-tax Procedure draws attention
to a ruling of the bureau of internal
revenue which seems to have escaped general attention. The
ruling, which was issued as S. M. 4088, reads as follows:

A Strange Ruling

“A partnership which is an accounting firm of 5 members, all rendering
services in the business, employs from 15 to 20 junior and senior account-
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ants as assistants. The work of these assistants is subject only to a per
functory approval by the partnership.
“Held, that the profits resulting from the labors of assistants of this
character can not be regarded as compensation received for personal
services actually rendered by the partners and do not constitute earned
income to the partners within the meaning of section 209 of the revenue act
of 1924, and no part of such profit can be considered as earned net income
unless the total amount of the net income of the taxpayer is less than
$5,000.”

Mr. Montgomery damns the ruling in his usual effective and
frank way. It must be confessed that there seems to be ample
justification for strong language. One wonders what mental
aberration could have been responsible for so utterly ridiculous a
pronouncement. What kind of accounting firm was the solicitor
considering when he came to the conclusion that the work of
assistants was subject only to perfunctory approval? We admit
that there are organizations—fortunately only a few—to which
such a description might apply. But it is altogether wrong to
attribute to the entire profession a laxity which would not be
tolerated in a reputable office. What would be the decision of the
department in the case of a law firm employing fifteen or twenty
junior assistants? Reading further in the ruling we come to the
explanation. Apparently it is the accountants’ own fault, for the
solicitor says, “In the letter of inquiry from the partnership it is
stated: ‘We do handle a commodity in the shape of staff members,
whose services are sold at a reasonable profit.’ ” Not long ago a
man who would like to be prominent made the assertion that
anyone who considered accountancy a profession was guilty of
grievous error—it was a business and nothing but a business.
Now we find that his opinion is shared by someone else, whose
name unfortunately is withheld by the bureau of internal revenue.
It is the more distressing to find this decision signed by the pres
ent solicitor of internal revenue who knows, and has given
evidence that he knows, the professional and valuable nature of
accountancy.
The great financial market of 1925 and
the first part of 1926 is showing signs of
metamorphosis. The bull is suffering a
sea change and emerging as a bear. The incorrigible optimists of
a few months ago are weeping and wringing their hands. They
seem to be unable to understand what is happening, or, rather,
why it is happening. For months, indeed for years, the market
An Old Lesson
Relearned
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was steadily climbing. Prices of securities reached points out of
all reasonable proportion to profits or surplus. The dividend
yield on market prices became so small as to be unworthy of con
sideration. All the precedents of fluctuation were ignored, and
the market went up and up, until finally it over-balanced itself
and followed the later example of the noble duke of York. The
pity of it is that the decline was spasmodic. Many an apparently
substantial profit was wiped out in a single session. The descent
has been somewhat like a colossal flight of steps leading down
ward—first a drop, and then a level, then a drop, then a level.
No one knows how far the decline will go. But those who based
their faith upon curves and graphic charts are coming to con
clusions which are as the sand upon the shore for multitude. No
one agrees with anyone else. The moral of the thing is obvious.
Such a moral has been written in the failure of many a precedent
slump, but the public never learns, and if tomorrow the market
should soar to unfamiliar heights the public would follow up to the
crest and then fall over the precipice to disaster. The generally
factitious character of the speculative markets is shown in this,
that, whereas a year ago the markets were booming and business
was hesitant, today business is steadily increasing in many
branches of activity and the market is going down. And that,
of course, brings one to the trite conclusion that the best way to
play the speculative market is to keep out of it.

One of the most stirring things about
accountancy is the fervid enthusiasm
of some of its proponents. A striking
illustration of this is found in the activities of some of the institu
tions which offer correspondence courses. Sometimes, it must
be confessed, it has seemed necessary to criticize adversely the
statements made on behalf of certain schools. It is a pleasure,
therefore, to be able to commend originality and appropriateness
when these qualities appear. We have received from a friend in
the west a letter written by a correspondence school from which
we quote the following trenchant assertions:

Joy for the Aged

“You don’t know me and I don’t know you, but—because we are
both human—I know three things about you.”

The three things are then enumerated. They might be con
densed into one sentence: that every man wants to improve his
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living conditions and his revenues and that those who would
succeed must specialize. The institution then describes itself
as unique. It does no national advertising for students; it
prefers to select its students—and is careful to select only those
with proper qualifications. The writer then announces that
“My enthusiasm for this plan based upon what it has helped men
like yourself to accomplish is so great that I could write you
pages and pages.” All this becomes very fine and appropriate
when we remember that the person to whom this communication
was addressed was a lady whose age was only eighty-three years.
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